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Develbp39ntal Histor^^ of Econcnic Educa tion 
~' at Ashland College 

Conscious encourag^xrent in four najor areas of societal 
^activity" IS a goal of Ashland College. Tne four areas of inter- 
est include isajor tenets of Anierican Life. First, the churcn and 
religion. ICo one can be said to be -truly educated until he has 
faced i±e problen cf his relationship with the infinite as veil'' 
as the finite. 'Second, the fanily and social standards. I'^rriage 
rerams t*.e basis cf cur social structure. Third, law and ccvem- 
r-.ent. Vhe need for regulations and the processes of legal action 
•need be undersrcod to i-iaintam the respec^ for public office and 
_t^.e_Jjsi:Xj UXtar;0- r . f v nti ? -jr ^art i cipat ^crn ^ miS^ooT th , e coT^i^rrlcs ^ano^ 
business. . It is^ inportant that as a peorile we define our econocdc 
goals and understand how it is the total prodiK:t^s brought about. 

Relative to econoinic literacy, Ashland College took action 
in 1968 to establish a Center for Business ana Economic Education; 
The Ashland Center, si'nce its inception, has been affiliated with 
the Ohio Council on Econonic Education and the Joint Council on 
Econonic Education. As the second oldest Center in the state of 
Ohio, the Ashland Center hgsted the first National Conference of 
the JCEL and its state and local affiliates 'in 1969. 

The Center's pu^ose is: "To provide a facility through 
which Ashland College and the business conmiunity nay join in an 
effort to advance ecbnonic and business literacy."-'- The areas, of 
effort in tliis regard are: 

1. Pre-Service Economic Education . 
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2* In-Service- Econcnic Education 

3. ^ Business In-Ser'/ice Education 

4. aiisiness and Eccnonic Research. f 



Tne phiioscphy vpon which the Center rests is itiore than a 
service agency to business or an attraction to students; it is a 
ftindaisental deiiication to the tenet of .freedcn - specifically free- 
don of choice, freedcr. of enterprise, freedon to rise or fall by 
one's judgecient, one's productivity, and one's desire. It is 
Ashland* s position that the United States will rise or fall on the 
ccroetenci' and econcrdc judcenent of its -people. Therefore, there 
i-3 a critical need to replace ignorance v^ith understanding of: 



^\ "^"le Ainerican econonic order and how to function in it. > 
2. The AEerican business structure and how to produce in it. 
In the. short run, . optimum inproveiaent in econoraic Uteracy'can 
be achieved by teaching the practicing teacher economics, tn im- 

rtant step toward econonio literacy nay be made when the teacher 
is able to erase such misunderstanding .as reported from the follow- 
ing study by R. B. McKenzie of Radford College; 

"Children in the fourth and seventh grades were 
found to have grossly distorted visions of the 
economic life around them. Many thought that 
the prices of roost things they buy are controlled 
by God, that the government owns most of the 
nation's factories and stores and rations such 

^things as bublple gum, that everyone woyld be 
better off if each individual had a'machi:^e~which ' ~ - ■ 
could E>rint money ^and^^taiat a new house can be ' 

■ purcha^jsed^for as' little as' $100."^ \ • .* 

Therefore, the Joint Counci:©on Econoraic Education i^ general and ' 
Ashlarfd College in specific sbught practicing teachers 'for instrwc- 
tion. Ashland College, -to date, has conducted f+fty ^two'^n- service 
credit courses with 1089 participants from 1968 to 1976*. These 



students recei.ve undergraduate or graduate credit' through an arrange- 
nent with Ohio University. At this level 136,12-0 students are 
reached annually by the instructed teachers fron ±he Center. Extra- 
- pcIarlcnTcr those figtJfes for the next "ten f^ars/Vlth no increase, 
should be an icmressiVe l,36&,0t>0 students. ^ • 

The irorovenent in econonic literacy of the practicing teach- 
er herself is reasured by the change rate in the^^^TTonally known 
Test of EconcKlc Understanding. For' exarjple, in 1972-74 in iioines 
County Schools, Hillersburc , ohxc the class shewed a positive gain 
c: 7.7 m zs.e rsan (rav.- score) and a positive gain of 8 (rav,- score) . 

. io -he nedian s core. This is a 29.6% iimroV eirten}- vO-h nn^ i^.^ 

hour quarter course in eccnoiaics. 

Fron the beginning of the econcDic. education progr^ of in- 
service teachers at Ashland the teaching approach has been to com- 
bine an educator and an econoadst. Th"^ econondst presents the 
discipline and the educator denonstratefe laethodologj' for the im- 
plenientation ^f the naterial in the claskrooia. The economics 
teaching in these in-servipe courses at jihland has evolved sig- 
nificantly over tine. In' the beginning, tiie traditional textbook 
teaching ^of" economics, where a basic principles book was assigned 
chapter by chapter for class disctission, was \us,ed. This technique ■ 
was found to be inappropriate. The practicing^ teacher is anxious 
to see the , immediate relevance of the i-iaterial \to herself and to 
her students as well as to learn the techniques pf application for 
her personal classroom. As a result the teaching approach of the 
econonics has evolved to "include current Issues as v;ell as games 
and simulations. All the v;hile the educator, to instruct in 
methods, has be§n and is currently being teamed with the economist 



for the dn-^ervice classes 

The evoluticr. of eccncsdcs ' teaching at the Ashland Center in 

eludes net only the use of current issues, ganes and sinulations 

a conceptual approach to the enrxre disciplir.e. The econoiaic 

* 

identities cf rhe 1961 Katiorial TasK Fojfce on EcorioKdc Education 
have been re--grcuped for facility of teaching and learning^ The 
38 concepts identified by the ^Task Fcrce for a nininal understand- 
ing. cf eccncrlcs fcr effective citizenship' are re-classified into 
8 eccr.cmc areas that* fcllcv a ccnceptual thread cf developnent* 
The S ccr.cepts identified v;irh 36 subdivisions for natural inter- 
re iaticnshlps and teaching needs axe given on the next page.^ 
In thS' appendix are the concept statements for aach of the eight 
"urbrella** concepts^ 

Important work has been done by Ashland and othe^fs in a var- 
iety of in-service economic education prograio? for teachers. How- 
ever^ it is tiir^ as E. S. Wallace of the University of Nebraska 
pointed out in the Journal of Economic* Education: 

"The bottleneck in the noveirent toward a more 
economically enlightened citizenry appears to 
be the. inability thus far to upgrade sufficient- 
' ly the content knowledge of th? teacher of eco- 
• nomics. The problem is not likely to be solved 
by traditional in--ser vice* programs^ although 
these. should be , continued. Emphasis in the 
decades ahead must shift to better pre-service 
training but as yet there is little evidence of 
such a change* 
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. Current Research in Economic Education 
' at Ashland College 

• * 

The hypothesis of thp current research in economic education 

at ^the Ashland Center is: the level of economic literacy of both 
the prerservice teacher and her students may be substantis^lly 

6 . • . 
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EtOUQmC COIJCEPT UI^I^S 

Hole of specialization and iichani:.ation fcr Driduction 
1.1 Scarcity, the need for econondzing 

pJS^Sif P^°^^<=fci°i^-con%'ersion of resources into outout 
Prcauctive rescurcasL- factors of production 

!' -^'^ specialization and exchange 
uos^s— cpporc uni ty costs, ncney costs 



1.2 
1-3 

1:4 

r5 



±"•6 noncpcly, anti-trust laws 



2. Role of alrernative syster^ fcr inccxrie distribution 
-^•1 Coix^arative econonic systens 

2.2 Econonic security as a'gcal . ' 

2.3 Inccr^s as based on productivity 
^-4 Real and noney wages 

2.5 Labor unicns-^coliective bargaining 

3. ?xle of Price < 

3.1 Denanc deterninaticn and dirainishing marginal utilUv 
b^pply deten^mation and dininishing returns ^ 

3.3 rur.ctions of price in rrarhet place 

^4. Ccnsuiner Problems 

4^1 ' Personal finance 

4.2 Consumer spending prcblens 

4.3 Consumer savings plans 

5* Role of savings and profit 
5.1 Kconoiric grov^th sources 
- 5.2 Profit -moti^^ 

Use of profits for investment 

5.4 Savings are delayed consurption 
'5.5 Capital formation 

6. Role of goveTnment 

6.1 Aggregate dewand and its conponents (consuiner spending, 

r. 9 S!^p^^':^^^P^!?^^'^5 on investment, govemnent spending) 

b.^ G.-P, I,fational income, p^r capita income 

6.3 Business cycle, depression, inflation 

6.4 Governraent budget, fiscal policy, public debt 
, 6.:^ Go veimiaenf expenditures and taxes 

7. Role o^f money ahd Federal Reserve System 

7.1 Ivhat is money and v/nat is its use ' 

7.2 Central bank-Federal Reserve System / 

7.3 Money-bank- deposits, and 'money creatioh through-bank 
lending - ^ ■ / ^ 

7.4 Equation 'of exchange / 

8. Role of international trade. . 

8.1 Balance of payments, balance" 'of trade 

8.2 International specialization 

8.3 Corparative and absolute advantage 
8-4 Tariffs ' 

8*5 Problems in international trade r . 
Concepts adapted_f rom the study of miniraai understanding of 

rn^^- !n°?^;f''^-^°J,^"^''^^^^ citizenship by tY{e National Task Force 
ERXC Economic I2ducation-1961. rj 
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icprovec by a unified and total approach to the transnission of ■ 
knowledge needed. • ?he ore-service teacher needs to understand 
XJo,t only econcnics but also needs to uisderstand nethods for trans- • 
• :d.ssion of that knowledge to her students. ' Therefore, the current 
researcii atteirots in one class the teaching of econonics, the 
teaching of i::ethodolcgy of teaching economics, and the practice 
cf teaching eccnonics in the classrcon of the pre-service teachers' 
students. Specifically the current research design on the Ashland, ' 
caiTOus reads as fcllcws:^ 

A. \cdntroIioQ study tc neasure relative growth in economic under- 
fet-anding cf a sanple class of pre-service teachers; and relative 
^conoi-.ic growth of the econoniic understanding taught~by the 
teachers to their students. All this con?3ared to a like group 
of pre-service teachers and their students taught in the tra- 
ditional fashion of instruction and separateness of goals. 
(Concepts to be taught by the pre-se'rvice teacher will be 
assigned by the professor to cover all the basics of economics. 
The sample class v^ill share their economic teaching materials 
and experiences with each other.) 

E. The following is a unified and total approach to the trans- 
mission of knowledge; / • , ^ 

Discipline + Methodology + — Practice in 

UndersH:andings pf teaching the .classroom 

C. Uew Teaching Approach ' . 

Revolutionizing the textbook' teaching of economics to plre- 
service students to view economic man as a three part inter- 
relationship: . 

• * 

Red - PERSONAL Al^D HOUSEHOLD FINAtvCL, 

(Spending and savings prpgram' 
of the household) ■ 

Blue - PROGUCER MID imikGER OF PRODUCTION 
(Producer of output .and 
consunrer of that;, output') 

Black. - DIRECTOR OF PUBLIC PRODUCTION 
" ^ « (Spending and saving programs-- " 

'.as a citizen' in his democratic 
^ role) \^ 
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PSRSOKAL A2JD HODSEHOLD FIIJAUCE ' . 

. . 1* Personal budgeting \ 

1.1 Use CI ccnsucer credit: . - 

* * * 

2. Consiiraer spending • 

2 . 1 Contracts ' , *^ • ' 

2 . 2 Advertising 

3. Consumer saving ' \ 

3.1 Rates of return and risk 

3.2 Social Security, uneinploi^nt insurance/ old age 
insurance and private security measures . 

PRODUCER AIJD llMihGLK OF PRODUCTION 
»- 

1. Econoi^c specialization and business organization 

1.1 Prcaucti-ve resources - factors, of production - 

1.2 Division of labor, specialization and exchange 

1.3 Economic production - conversion of resources into 
, output ... 

1.4 Business forris - single proprietor, partnership, 
corporation ^ 

2. The market in operation 

2.1 Demand determination ^ and diminishing marginal 
utility 

2.2 Supply determination and diminishing returns 

2.3 Business costs 

2.4 Functions of price^ in marketplace ^ 

3. Income, distribution 

3.1 Incomes as based on productivity 

3.2 Real and* money v;ages 

3.3 .Labor unions - collective bargaining- 
DIRECTOR. OP PUBLIC PRODUCTION AND CONSUMPTION PROGRAMS 

1. Aggregate demand (GNP, national income, per capita real 
^income) 

^ 1.1 Consumer spending , . ' ^ 

^ • 1.2 Business investment . (use ^f profits for investment 
3^.^ delayed cpnsumption for capital formation). 
1.3 Government budget, expenditures, and taxes. 
1.^4 International trSde and it^. barriers ? "balance of 
payments, coirpar^tive- and absolute advantage ^ 

2. Money and its use 

\, . '2il 'Central bank - Federal -^serve Syfetem 

2.2^ Money-bank deposits 'and money creation through 

bank landing 
2.3 E<|uation of exchange* 
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instructionfei Materials (others to he added as needs are 
cbservea) . Th^ basic reference book of the orogram would 
oe Basic Econonic Principles, Robert A. Lynn', l5cGraw-Hill 
i;ook Germany; liew Ycrh, 1970. Suggested readings would 
include: 
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Bcvden, Albert V. , Economics Through The Looking Glass 

Consumers Union, Consumers Buying Guide ' 

Ohio State Bar Association, You aftd 'the Law ^ 

. ■ Ca.lder^voad, J . D. , Lawrence, J. D.^ atnd Kaher, J. E. 
Econoi^xcs in the. Curriculum, Developmental E conomi 
'tq7n^^'°" ^Je^' ^ork, John I?iley and Sons, ihc. 

" " State Department of Education, Consumer Ed ucation. - 

Colujnfaus,. Ohio, 1975. I 

*.Mat:eriais covered provide a minimum understanding of economics 
xor errective citizenship as adapted from the National Task 
Force on Economic Education, 1961- 

"^"^ experiment goal is to test the effectiveness of the 'tri- 
part approach to teaching barcic economics to education majors, by ' 
■ way g,S four separate classes'. Each section v/iil cojisist of edu- 
cation majors only. The rank of the educati'Gh students will' range 
from freshmen to seniors and will include both ^second^ry and elemen- 
tary education majors. ' ' * 

The instruction for the fir^t economic seption, which will be 
referred to as Treatment #1 (T^) , will be the traditional approach 
used for beginning students at Ashland College. This instruction 
is ^ lecture-discussion approach to macro- and microeconomics. 

The 'education students in this section may or may" not have previous 

. ' ' ^ • 

instruction m educational techniqiies . Only the students who have 

had' previous instruction in educational techniques will teach in^ the 

public schools. These college students will teach a total of 

approximately nine hours over a three v;eek period. ^ 

.10 
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Instruction for the second section, TreatLient #2 (T2) , will 
consist ^^f the lecture-discussion approach to economics plus in- 
struction on educational technique^r methods. None of the stu- 
~ dents ass'igned to this'se^ion will haie previous in^ruction 
in. educational methods. All of the college students in this sec- 
tion will teach in the public schools fo;: the same length of 
tine as the students in section T^. 

The method of instruction for the third, T3, section will be 
the economic concepts apprpach. No instruction will be given with 
respect to educational methods. As will be the case for section -T^, 
the students enrolled in this section nay or nay not have previous' ' 
instruction in educational methods. Only the students who have 
had previous method instruction will be. allowed to"*' teach in' the 
public schools. 

The fourth and final section, T4,-will use an approach which 
combines the economic concepts method of instruction with instruc- ' 
tion in educational methods plus public school classroom teaching 
experience. The' students assigned to this section will not have 
previous instruction in educational methodology » . All of the stu- 
dents placed in this section will teach'in the public -schools . 
The economics discipline in this ex-perimental class will be taught, 
around the three part interrelationship of economic man with the 
eight concepts already discussed. . A professional educator, v/ill 
present the methodology and arrange in class teaching experience ' 
for the education majors of the class. The economist will- teach - 
6/7 (the remaining 1/7 by the educator) <Sf the class sessions in . 
the manner of the spring '76 dry run class discussed below. 

• Measurement of the effectiveness erf this, approach will'be made^ 

■ 11 



•10 



I 



with respect, to the following: ^JTL) ^e increase in ecojiomic know 
ledge of the college students, (2> the increase in interest to-' 
waiMs econouics by the college students, ajuj (3) the increase in 
economic knowledge of the public school studeat taught by teach-, 
ers trained under Treatment #4; • ' ^ . 

Kunerous detailed hypotheses will be tested(iiL this study. 
Rather than^ist*a;,jr^f them,, six generalized~nyp^heses are 
listed below:* /> « 

/. 

(I^^ Tnere is a sigcificanfe^ ihcreaseTin the knowledge of 

Sr 

students, in sections T^, T2, T3, T4 hs measured by the 
, Test of Lconoinic Understanding (TDU) . "^ • . • ' 

^ (2) The increase in .econoini-c knowledge measured by the 

TCV ±s significantly greater for T/^ th&n^i, T^, or T3. 

(3) There is a significant increase in the. ijit jrest, towards 
I economics for the students in sections Ti^T^, T3, and 

T4 as measured by the Questionnaire on Student Attitude 
Toward Economics {QSATE).^ 

(4) The increase in interest towards economics, as measured ' 
by the QSATE, for the students iii T4 is significantly 
greater than for the students, in sections T^^; T2 / or T3, 

(5^ There" is a significant increase in economic knowledge of 
the public sa^ioo;L students taught by the college students 

, • trained in Sjec^ons Ti, T2, T.3/ and T4.' 
(6) The increase in econom?.c knowledge of the public ^school 
children taught by cojflege Students trained in "section 
T4 is^greater than the increase for the public school 
children taught by college students trained in Sections 
'--•l. or T3. . • • ^ 
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Analysis of data will be nade^with a sicple t^test to deter- 
nine the change in knov-;ledge and interest for the college stu- 
dents involved in the study. A t-test will also used to de- 
tenaine the change in eccnonic Jcnowledge of the public school * 
students taught by collage students trained in sections Tj, • 
T3, and T4. , • 

• It will be inpossible to use notching or randoEL .selection dn 
the place cf students in .sections i-^, 73, T3, or-^4. Therefore, 
r.ultiple regression analysis will be used to analyze the. increase 
] in econcnic knowledge and interest of the students in section T4 . 
as conpared to the students in sections t^/ ^2' T3. The pre- 
lirinary multiple regression models currently under consideration 
for this coi^parisQn, with respect to econoraic knowledge and interest 
are as listed 'fielow: 

* » 

Economic Knowledge Model " 

Dependent Variable 
, (Post-TEU) - (Pre-TEU) . 
. Independent Variable 

Xj^) Age 

X^) Sex y= male ^ • 0 = female 

>f3). Socio-economic Fatiier jor "breadwinner of the Family".) in 

white collar occupation = 1 not in white 
* collar =0 





_SAT verbal -score 










X5) 


SAT quantitative score 












Grade point 


average 






• 


/ 




Treatment #2 


Student 


in 


T2 = 1 


Not 


in 


Xg) 


Treatment #3 


Student 


in 


T3 = 1 


Hot 


in 


XgJ 


Treatment #4 


, Student* 


in 


T4 = 1 


N 

Not 


in 



'2 

'3 

'a 



13 



. ■ ■ ; . . . 12 ■ 

• ♦ 

\ * • , Interest Kcdel 

• Dependent Variable 
(Post^QSATE) - (Pre-QSATE) 
^Independent Variable^ 

X^) Post-TEU"' * ' - 

Sex < 

X3) SAT verbal score 

\ ■ * ' 

X4) SAT quantitative score 

X5) Socio-econoEtic (saris' as other nodel) 
Xe) Age . 

I 

. X7) Grade A B = 1 C, D, or F = 0 

Xg) Treati::ent =2 Student in*T2 = 1 Not in = 0 
X9) Treatment #3 Student in T3 = 1 Kot in T3- = 0 
Xiq) Treatinent #4 .Student in T4 = 1 Hot in •T4 = p 

The independent variables were selected on the basis of pre- " 
vious studies. ■'•^ . The model will be refined and Bodified, vith-re- 
spect to .EJulticollinearity, heteroscedacticdty and other probleias 
of regression analysis, after the data have been, collected, the 
model utilized, and' the results examined. ' 

There ar-e many problems which must be considered in the analysis 
of the increase in the kno^fledge of the. public school students 
taught by college student trained in Section T4 as coi:5>ar-ed to the 
public school children taught by^ college students trained in the 
otiier Sections. Possible nethods by which this analysis can be 
accpnplished are currently tinder study* 

It should be noted the eight concepts used in the cttrrent * 
Ashland research^ are similar to the eight concepts developed * 

foiHld in the appendix of this paper* The en5>hasis 
shifts slightly to include nore "consuiner economics".' This is pre- 

/ - • ... , ' 
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ne^tatively dene to equalize'^ the wei^t of • th'e three roles 
piaye^-vbi"- tJie-. lndi\'i<3ual : . \ 

Is. -liis personal role - household or conSnner econoinics 

2. ills production role - nicroecononics 

3. His public role - laacroeconoinics 

It is the goal of this teaching approach to help the student un- 
derstand all ch^ee econcnic functions and responsibilities. 

Furthemore a second erphasis should be nade to pinpoint the 
tri-part teaching approach to econonic literacy . » 

f:^-fi?J^"^ ^ Ilethodology ^ Practice in . 

Lncarstar.uings cr teaching the classroon 



Preliuinar^^ i:>J3eriiaentation for Current Research 
' in Economic Education at Ashland College 

* _ • 

This seiiiester, spring 1976, author Ford is conducting a 
"dry run" on the research which will have its full iEroleraentation 
next fall. The brief Bowden economics history Econonics Through 
The Looking Glass was assigned and discussed, as introductory ma- 
terial to the course. The "eight concepts outlined above are 
serving as the core of this introductory 'economics cl^s of 37 
. students.^ A textbook, Bcononics .from, the Consumer's Perspective 
by Lewis Mandell, is also assigned. .The text, however, is used only 
as a spring boai^ to teach the concepts and is, in effect, back- 
. . ground reading. This particular textbook was selected because it 
_ includes material on -the consumer economics area not traditionally 
inclucjed in economics, textbooks; and it wa^ possible 'to find all 
eight umbrella- t:dncepts in the book. As an assigned, chapter of 
the textbook covers a given* concept, that concept is distributed 

" .■ :'■ .15 • ' . - 
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to the students. Subsequently, questions relevant to the concept 
are asXed in class for each individual to answer for hinself 
The next class session, in prograiaoed- learning fashion, the sane 
^questions are asked the students , then graded and returned to * . - 
then for additional reinforcenent. These 10-15 questions per 
concept require little tii:;e as the ans^-ers are short; in sone cases 
a sinple yes or no answer. ' 

The concept naterial presented to the class is handled by 
lecture, discussicn, sirx>le games and simulations and filns such • 
as the Valt Disney production ^"Jlrs. Peafacdy's Beach" and the 
Char±>er cf Coizir-rce "Frecdcr. 2000". - The wide variety of teach- ' 
ing techniques is used to elevate interest and alter the approach r. 
tc reach the v^iety of students in the class. The class chose 
a 50% objective and 50% essay testing fdna for the us'ual- exaiain- 
aticns of the secester. ^ ■■ ^ * 

The stJidents ^re resporiding well to the concise concept 
approach, which presents a sharp picture of what it they 'are 
to understand. Over and over it is possible to refer to t^he three 
economic roles of the individual and how a given concept- fits into ' 
the whole. It^is, of course, the goal of thiS project to signifi- 
cantly elevate economic ii'tpracy of the students involved. 

rnis semester's preliminary research in contrast to the fall 

t ■ ' 

of 1976's con^xlete research design includes only the first of, the 

three parts of the totaj des4.gn, namely, the' discipline understanding 
^low6-VEr,'it is interesting -i:o observe tentative iresults from this 
preliminary work. 
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The increase in econonic knowledge for the'.preiijaina^y study 
was iceasured by sixteen nicroeconoEiic questions on the ^m. The" 
nunber of right answers on the first Sixteen questions of Fore 2%. 
and also Form ii of the TEU test were recorded. 

i^ t-test was used to determine if there was a significant 
increase in th6 aioount of econondc knowledge for both the experi- 
mental section and control secT:i;n. r.-.r results arc- listed in\^ 
Table 1. 

TABLE 1 

Iriircvenent in TEU Scores for Control 
and i;>tperinental Sections' 



t?on,trol (!.-=27) 

t 

Experimental {:;=29) 



Pre-Test 
lie an 

8.33 

9.69 



Post-Test 
Kean 

9.48 

12.28 



■ t-test 
Cor::5)aring Means 



1.42" 



4.71 



/ 



t Significant at a .05 level » 
^^Significant at a .01 level 

The results indicate that the change in TEU scores for the 
' eaperinsntal section is significant at a .01 level. The change 
in TUE scores^ is also significant for the control section but at" 
a .05 level. 

A t-test of the differences between", the TEU change rates, 

shown in'^Table 2, indicates that the treatment group showed k sig- 

nificant increase over the control group but only at a .10 level. 

TABLE 2 ■ ' 

Coiiparison b^tween the Control Section and Treatment Section 
Change J2a4i&a,^d<v5$:he TEU (16 microeconondc questions) 



Cont 
t TE 
{11=27) 



Absolute Inprovenent 



1.15 



Experimental 
4 TEUX 
(N=29) 

2.14 



T-Test 



1.34' 



ERIC 



^ Significant at a .10 level 
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Kxatching or random placing of stiidents into the experiijental 
section or the control section could not be used. Therefore, m^y 
variables ether -than treatment nay have caused the siginificant 
increases recorded on the rlcroecononic questions of the TEU. 
The. dat^ were fitted to a regression, ncdel whiclTused the change 
in stores for -tiie sixteen rdcroecononic questions on Torn A and 
Fcrd B of theTTEL' as the dependent variable. 

The independent ''veriables used are listed. in Table 3. 

TABLE 3 
Independent Variables 



ERIC 



Class rank - libperclassnan = 1 other = 0 

. - ^ ^ 

naie = 1 ' 'ferale =0 % 
^533 or education. = i ether =0 ' 

Ma^cr ' business = 1 * other = 0 

'Socio-Lcon . • fa their or utother attended college 

• yes - 1 no = 0 
Socic-Kcon fariily breadwinner is a white collar worker 

. yes =1 no = 0 ^ 
Treatnent section - yes = 1 no = 0 
Pre- Interest Test 

Score 
SAT - Total 
Grade Point Average 
Pre-TDU * 

^ ^ . i: 

The variables which statistically appeared not to be related 
to the dependent variable were eliminated. The resulting regression, 
equation included three independent variables which were meirtbership, 
to the treatnent group, SAT score, and pre-TEU score.^ The regression 
results are as follows: 

4 ?EU = 1^523 +" 1.427 Treatment + ^.0061 SAT 

(2.01), . (2;92) - 

• - .635 Pre-TEU • r2 = .355> 

(-4.73) ' F =8.27 
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As indicated by the regression equation all of the t-values, 
which are i9dicate<3 by the nurbers in the parenliheses , are sign.i- 
ficant at a '.05 level. Both the treatcent and the SAT scores are 
positively related to the "change in TED scores. However, con- 
trary' to a prior knowledge, the pre-TEU score is negatively relative 
tc the change in the TEU scores. \ 

The F-ratio indicates the is significant at a .01 level. 
However, the r2 value -also indicates that only .355 of the Variation 
•in the change cf TEU scores can 4be explained by thes^ three inde- 
pendent variables^ 

A third regression nodel was calculated to detenaine the con- 
tribution of the treatment to the explanatj.on of the variance in 

change of the TEU scores over and above the effects of the SAT^ 
scores a5id pre-TEU scores. The irodel is as follows: 
/iTEU = 1.526 .0064 SAT -'.581 Pre-TEU 
r2 ^ ^297 

F = 9.73 , - ■ 

In order to test the hypothesis that the change in the TEU 
scores is significantly greater for the treatnent section than the 
control section over and above t2ia effects of SAT and pre-T^U 
score differences, an F ratio was calculated. The valiie of the 
F ratio, which was P = 2.71 with dfi = 1 and df2 = 46, is" not sig- 
nificant at a .05 level. 

It should aiso^ be nentioned that in the preliminary study 'two 
professors were utilized, one in the experimental section and the 
other iff the contrc?l section. Due to this fact, the contribution 
of the treatment tov/ards the explanation of the dependent variable 
could in 'part be due to pro^es^or differences. This problem will 
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not be encoiintered in the nain study. 

Another dependent variabl-e was also examined with the inde- 
pendent variables mentioned above. .Potential gain which is equal 
to the change in the 7EU post-test score and pre-test score divided 
by sixteen (the number of possible right ansv/ers) ninus the pre-TEU 
score was utilized as the dependent variable. The use of this depen 
cent variable cave results similar to' the loodels discussed above. 

Although the results of the prelininary study are far -fr9n " 
conclusive, they are generally positive and warrant the main 'study 
m the Fall of 19 76. 

Fully Tested Research and Publication Plans 
A second year, 1977-78 the preparation of a college teacher * 

• * 

guide ijased on this research is planned. .The guide could be used 
by any ccliege instructor with any economics materials for the 
teaching of pre-s6rvice education majors. The guide would foll<Jw 
the evaluation, organization and refinement of the 1976-77 research. 
Publication of this- guide, which would include the umbrella concepts 
aijd materials and methods to be use'd by the .college teacher for 
ii^lementation of the concepts, should serve as a highly useful 
instrument "in the goal of economic literacy of pre-service education, 
majors and the school children they subsequently teach. 

There is n& sinrole way to improve the economic literacy of 
the American public. It would appear the b^st approach is to 
work with teachers both in-service and pre-service.. This research - " 
project is directed the training and equipping of pre-service 
education majors in economics. The approach, indeed the innova- 
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tions containad herein, ougtt go a long way to the end of improved 
econonic literacy of th'-se fe'n^ed. 

In agreenent with e.is statecent a leader in sxippor.t of 
curriculnn study and educational progress, the Martha Holden 
Jennings Foundation of -Cleveland,- gratefully funded the first year 
of this research with the invitation tcr apply for the second year. 

A plea is nade for everVre research in econonic eAication. 
There is nuch to be lost and the hour is late. 
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CONCEPT I 



Role of Specialization and Mechanization 
for Production 



Huiaan wants exceed society's ability to satisfy then. Re- 
sources (land^labor, capital, and entrepreneurship) ar5 scarce 
and must in scpa way be rationed; Moreover, hunan wants tend to 
increase at ajfaster rate than the ability 'to increase production 
or goods and^rvices. Thus, the basic questions in any econonic 
systen are: ,Jhat ds to be produced? How nuch should be produced? 
How shouia pi^duction ta}ce place? And, how should what is produce^ 



The satisfaction of individual wants is liLiited by the in- 
dividual's i,«conie which,, in turn, is limited by. his capacity to 
produce. _ The satisfaction of society's wants is limited by the ' 
availability and productivity of its scarce factors of production 
(land, labor, capital and entrepreneurship) . Since resources are' 
scarce relative to huinan wants, the nost efficient use of re- 
sources would lead to greater satisfaction of these wants. If a 
. more efficient way is found to produce something^ or if a more ' 
productive use is found for a particular resource, then taking 
advantage of the greater efficiency will release sons productive *. 
resource for some other use. Some of the ways -to be more , efficient 
are division of • lab<5r, specialization and mechanization of produc- 
tion methods. Objectives of- various economic societies are quite 
similar; such as economic growth, 'Stability, and security. How-, 
ever, the objectives of economic freedom and justice, are viev/ed 
differently by differejTit economic ^systeios. "\ 

Each business firm will seek to produce at the lowest possible 
cost. A businessmai} selling at any given market price cai>,'by low- 
ering his costs, make more profit^r diminish his losses.' "^o lower' 
costs,; businessman, continually s^ek-; <1) more efficient' techniques 
•of production; (2) less expensive combinations of factors that can 
produce their commodity; and (3) a larger, more' efficient scale of 
production. If one businessman can produce more efficiently than, 
others, he nay continue to sell at- the same price as the others, 
making greater profits, or he may {undet some circunst^ces) cut 
his price somewhat to take business away from his competitors", and 
thereby tnake greater profits. But usually this is an unstable sit- 
uation; as the drive for profits leads other businesses to adopt the 
lower cost methods. Con^jeti^j^ion b'etween businesses, if effective, 
•drives the price down to a new level. The new price covers the new 
costs of. 'production, plus the normal level of profit. Thus, effective- 
cpmpetition wipes out the temporary large profit margins of one firm, 
lowers the price to consurlers, and 'forces the remaining businesses 
to adopt the more efficient methods of production. Firms that can- • 
not keep up v;ith and continually adjust to improved and lower-cost 
m.ethods are eliminated by .losses as their successful competitors 
drive .the prifce down^ (■ 



be distribut^? 
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To tlie individual the real cost of anything purchased is the 
satis ractioi;- given up by not being able to acquire- anything else, 
mis IS known as "opportunity cost". 

The narket place .without' conpetition is kno^m as imner^ect. 
This imperfection, which in the extrene case is nonopoly*- one 
producer - inay work to the disadvantage of the consuner. The 
reverse results of perfect ccinpetition found in iirsaerfect coisseti- 
tion would oe higher prices and lower gUantities o*f goods and'ser- 
v:^ces for the consuner. Since such {results nay come fron irmerfect 
-market structure conditions, the United States passed leaisiation « 
sucn as the Shennan Anti-Trust Act and Clayton Act to foster or 
protect ccrsjetitioji^ Extenuating conditions, however, may indicate 
ccnsurer welfare is Letter served by 'the innerfect than the perfect 
rarkec structure. Such extenuating conditions include larae scale 
*.r large size requirenents for production efficiency, and the 

natural" nononciy state of non-duo licating services sudi as tele- • 
cncnes. 



COIJCEFT' II 
Role of Alternati>^e Systens 
for Incone Distribution 



» 

The usual classification of economic systens is tradition, 
ccmnand, and narket. Tradition solves the problem of production ' 
,and distribution by enforcing continuity of tasks and rewards 
through social institutions such as the caste system. Typically, 
the solution imposed by tradition is a static one in which little 
change .occurs over long periods of tine. The command solves the 
econonic problen by imposing allocations of effort or reward by a 
governing authority. Cor.onand can. achieve rapid economic" grov/th. 
The government role can be one of an extrene totalitarian natu»-e 
or one of a wore mild democratic form. The narket system is a - 
ccnplex node of organizing society in which order and efficiency 
energe from a seemingly uncontrolled society. The econonic de- 
cisions are made by people>as voters, consumer workers, severs, 
rand investors. Signals well inscribed on the narket system in 
the form of supply and demand largely- determine price. The prices, 
m turn, play a large part in 'answering the basic economic questions, 

The economic systens of the world can be placed on a continuun 
with no government owi;}ership of £5rcfductive resouifces on one end and 
total government control iorning the o^her end. The market assumefe 
the principle burden of solving the basic economic problems in the 
first situation whije the' government planners determine how to solve 
these problem^ Iq the second situatiorfV Communism is a kind of ' 
command. Key decisions are nad&.by the Communist party," and 
th5re is important denial of political ai^d civil liberties. There 
is greater government control of an 'economic system ir? a Communist 
system than in a -socialistic system. The socialist system can be 
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placed soisewhere in the niddle of the continvrum. 

• 

Any econorr,' and tliereby those within that' economy have what'" 
tney collectively produce and only what they produce.- The key to 
a setter standard of living -gthat is a rising real incone - is* 
based on iiaproved productivity. Productivity is the output per 
.man -hour worked. The phrase real incone refers to' one's actual 
purcnasmg po;;er. A dollar increase in incorae Hatched by an in- 
crease m cost leaves the purchasing power o/ the individual un- 
changed. Real mcone increases only' as real outout increases. • ' 
i-conoKac security is a prine goal of toost individuals . 

r.'aticnal income is classified into oaynents to thft four -Pac- 
tors or ^production - rent -to land; wages' to labor; interest to 
5sset nclcers; and profit to owners or entrepreneurs of 'business, 
--rice or ccsc cf the factors of production is the exchange value 
c: tr.ese products or services f The costs, which becone incoTte to ' 
t..e receiver are largely detemined by supply and demand forces 
i:: e.e ^3rke^ place. Therefore, rent,, wages, interest and profit 
are all types of prices as v/ell. as types of costs .' - 

.J'^^^ inconie of one fanily will depend to sbne extent on the 
ability or t.:e faniiy to save an^i to accumulate private property 
^capital and.najfeiral resources^ ^s well' a-fe one's own .^iersonal labor 
, ictal ^anily- mcdme is detennined by both the q*ianiitv of jfactor 
.service he has to .sell and tiie price he receives for 'thera in the 
iparket. An individual, then' has low income if : 

a. lie .works (seils his labors in a narket v/here the price 
(pay) ^s lov; .• . 

- b ~ he o;;ns no property - , ' • ' 
cJ- he is unemployed part of the time • . 

An individual' has .'high incoiae if: 

a. he sells_ his labor in a market where the price 'is high 
,b. he has a large quantity of factors to' sell in addition to 
. his own labor - he ov/ns property - and- the^rice for' these 
factors is favo rable' ' / . - . 

c' he and 'the ractors he owns are continually en?)loyed " 

^® seen by an example at, this point .how the lack, of . 
effective competition can af fecit income distribution iti the econ<Jhty. 
A-;stz'ong bgrbers ' association bf owners or employees can prevent a'n 
increased supply of barbers from conpeting effectively with existing 
Ddroejs, for example, by licensing regulations. The price of hair- 
cuts can be kept high, and therefore the barbers' incomes kept high. 
Refooyal of licensing regulations ^nd more effective competition by 
people v;isning to practice a? barl?ers would, increase the supply of. 
barfcers, lower the price of haircuts, and reduae barbers' incomes^- 
Control ,Q-&-er effective, competition in the hands of the barbers' 
association gives the barbers, instead of inpersonal market forces, "' 
a significant degree of control over the price 'of what they have to- 
sel^ and therefore over their income » ' 

• goal of each facto;: of production to increase^it&Z- 
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. tioS hfvf "?j£tid~ri„crlLrS^'?' "5->leed labor organiza- 
^ers. Govern^;:? ^^ansL'rlaySn'ts'fSS '^"^ 

govemcsnt tax Btructure (uhi^t f social security, 

high rate than low inSS^ (i^ .higher incoTO at a 

distribute a PoiScn"o1"^JkonX\^c'ISe'! ""^ =° — 



COHCEPtT III 
Role of Price 



Deniand is different -Frnm t^^^*. > 
but a denand indicaJJI ^h^ oer^S^'^i, 1?^''^°^ anything, 
a product or goods ilnv fErJJ^e ^ .^^^ '^"^ ''^^^^"9 to' buy 
money available, s^.n^^T^'^ .1^^ ^eteriaine denand such as taste', 
cost of borxowi-^g/ SpeSif^SnJ' ^Jtl T'^^^^^'J^ products, and ' 
of a good buyers- will acJuaS^ buv I? defined as the amount 

possible . priies that Jg^t be^c^^d "^""^ ^^^^ °^ 

/iifferent prices demanded win cSS^fas^L''^'''?'^ ^^"^^ 
termine denand change. Signif icaStlv J ''^'^''^ ''^^^^ 

cones frcn wha.t is called Se lSw^J^;— -''?^''^''^'' °^ ^ <3emand 
. that -is to say that wij^ tS con^u^ii^"^^^^"? n^rginal utility 
utility or satisfaction from ?hS " ?^ ^ ^iven product the 

• decline. FurtherraS? der^d 5ha?fSfr"Sl? °5 ^'^^""^ ' 

sons have- low income thanT?^^ e reflects tnat more per- 

anount of goods r^nefwuf;ctuS?v^^f? ^'^"^^ ^ - 
each of the possible prides thSt ^f^h? f^^^ ^^-^^ one -time at 
ducers are able to offfr^^S received. More pro- 

the. price beSuse ofJS^y.'ng'^e^^g^a If l'""" ^^5^^^ 
rising input prices wi??T^L^ ? efficiency of producers and 

with ?he ?eJero?lenan1/S;glVof^:ierit'ei?f ^ 
change as the factors ^ i-Z r^^^^^d at various prices will 

as higher or lowlff'pS priSJf""' °' ="^^1^ *a„ge such 

• ?he so-called equilibrium price which i-hr. >. -.^ ^ 
interaction of supjUy and demand if the pJi^J ^^Jd fn".J 
place. Other things, eaua'l r^r-^^r.^ t- Price paid m the market 

to buy more t>f a S^^Sty at'^Sy'^^^'tiiT^^r,^^''-^^"^ 
Other things, equal, prospectiJS time as the price goes down. 

s,ell more of 'a ^omr^diini ^JrpjS^SL^^' ^1^^^^ offer-to-" 
In.con5>etitive markets pJices w?ft^ ! "P-' 

buyer's and seller-I offeS^L aUke^ ^t^^^'^ ^^^^^ ^°th the 
of price can be observed ^Thfffi^^ ^nn^ ^^ in?>ortai,t functions 
'o.f resources. It irapd^rpi^ ^-C^? function is that of allocator 
,sourcfi is higher ii one Sth^^? ^^^"^ °^ ^'^^^^^ " 

■be palled lo^he Sghe?-^ic^d^se X^s'; ' 
is th^fe-of Iratibner if Jn™^ I' second function of price 

pric^- beloi ?he eqSilibri^a'^p^c^^°hrfs'?.?^ a product at a 
because ^f the egSilibrfiTl^^Sf FinaU^ tS^^H' "5 ?^ '^^f 
price is^that o£ /n.ome disUui^rf^-L^^ielJIrk^^c^h^L^^^^^^ " 
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termnes tne value of a product; the value, or the prices of the 
^actors or production necessary to produce the product are also 
cetermned. This price to thS^ factors of production is incoae 
oistribution . 



CONCEPT IV 

Consuner Decision, Making • • 

^The consuiaer goal is to obtain naxiraun satisfaction from his 
available resources. Famly financial managensnt is oroanized 
spending and saving geared to a family's way of lifa^ The plan 
snoula Be reached by nutual agreeinent of family Eenbers This ' » ' 
planning permits the family to think .of alternative living plans 
anc tlierefcre helps to clarify, to appraise and to out in pr^ or^ ty 
personal goals and values. Thes^can be worked into short-temT 
•interine^iate and long-tern goals. Goals are best handled by es- 
uaolishmg a personal tine plan; then reviewing, at regular inter- 
vals, actual conduct against the plan. The consuiaer has specific • 
anc personal problems to consider: 

a. Intelligent .budgeting and buying • . 

b. Appropriate savings an'd investment 

c. Alternative credit forxas and their costs' 

The principle of opportunity or alternative costs is iiroortant in 
analyzing buying and bxidgeting problems. The principle is that for 
any it-en ;;hlch taie consumer ndght purchase, he must consider i-e 
there is any other item he could buy v/hich would brin^ more satis- 
faction. • ■ ^ 

An individual family Budget- should be tai;Lored to the family 
go^s; however, it does help to know how other people live and' 
divide their incomes. A typical household in the USA spends about 
one-fourth of its budget on housing, bne-fourth on food, one-fourth 
on clothing, personal and medical care and the reiaaining one-fourth 
on transportatipn," education, recreation and "savings. 

A careful shopper i§ not an impulse buyer; does npt expect 
something for nothing; does not buy high' fashion, quickly out-of- 
date merchandise; does not charge purchases and does not shop un- 
informed. = That same careful shopper will make a plan for large - 
expenditures; will buy in quantities with the lowest cost per unit; 
will reaa labels. and guarantees; will consider time and energy as ' 
well as money and will exercise his right to protest, if needed. 

Americans save between 6,% r 7% o£ their disposable income. 
These savings may be put in savings and loan associations, in 
banks,, in life-insurance con5)anies, in bonds, in stocks, in real 
estate, in investment" con^anies", and" in credit unions, * Individuals 
save in order to provide for incomes during periods of reduced in- 
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cone/ such as sickness or retireneitt. The higher the interest 
paid and the higher rhe variability of iriccEie the nor^ is ^a\^d. 
Xke savings of individuals are used by businesses for purchasing 
capital goods, ii:5>ortant in terns of efficiency, increased oirofits, 
and the general growth of the econon^^. 

Soiiie cf ti:e factors which investors should consider are the 
axnount cf return, the risk involved, and the liauidity (ease with 
wnicn zhe mvestinent can be converted into cashf. Investment neans 
rhe exchange of iiioney for bonds, stocJis, real estate, etc., with 
the hope cf a rise in value or income. All schenes to "get rich 
quick" should be investigated thoroughly; rarely will any such 
scnerae guaran'tee you a higher than nomal rate of return withour 
a higher arxjunt of risk. 

Individuals J>orrcw in order to obtain service of large con- 
suir^r itexT^ vrithout paying for then all at cnce. Installinent 
paynents can be thought cf 6s Hatching the service flow from the* 
purchase. Interest is a price and nust therefore rise when the 
rate of mflaticn is higi:. it is inpcrtant to understand thfe 
cirferept f.rr-S and costs cf credit available to the consumer as 
well a^ the value of a good credit rating and the role of collateral 

CONCEPT V 



Role cf Savings and Profit 



The profit motive is .the desire to maximize income. This 
gain concept applies to income received by all factors of produc- 
tion - land, -labor, capital, entrepreneurship. The role of profit 
in a market economy is to direct production to the .satisfaction 
of the^^gce^test number of human wants. Profit mc^ivates people 
t6 do the things which- make the econproy function ... to take a ^ 
risk, to be efficient, to respond. to consum^ demand, and to 
expands ^ * V ^ 

• • ' 

The payments to factors of production are: rent to laj\d, 
wages to labor; interest to physical resource holders' and profit 
to the fQurth factor - entrepreneurship. The economist .views pro- 
fits as the return to this special type of human resource - entre- 
preneurship or entrepreneural ability. 

The functions of the entrepreneur - the' seryices performed 
are: (a) to effectively bring together the other three factors 
of production, (b) -to make basic business-policy decisions; <c) 
to innovate - to ijitroduce new products, production techniques or 
forms of business organization; and (d) to assume risk*. 

A "normal" profit is the minimum return or payment necessary 
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to retaxn the .entrepreneur, in s<*ne specific line of production 
, ; ^5^^^^ ^ - pai'renr for ser^/ice rendered. P^ofifS^e 

* ^ nover or tne rarhel; sy.ster. influences both the LJIl ol re- 

source utilization and the. allocation among altern^tivI^^eJ: 

-=.Vo ^^^"^^"^ ^"^"^^ ^""^ required for eccfioiaic growth in order to 
nake labor ncre productive and to realize the effic-^encifs of 
njss production. Producer goods or capital goods SSftlngLle 
c-n^ff'' machinery, building, and equipLnt . ^SL^SIi^ V 
ccin add to a nation's wealth by. rising existing factoSS US ^ 
ir^cnmes (capital goods) to produce new objecL o? wS^Jhr^th 
consuner goods and capital goods. „ - *»ea--cn, oo^ti 

"^^^'^"93", to an 6concnist, neans not consuming and tierebv 
^^^^^"■"^-^ business, govemK^nt/" and^oSer^nSfi- ' 
^:i;-J°l^''^'-^ investment or consinnption.. Business firms <=ulfUl 
• J'^^nds^tfli^.^fr'' requarenents by selling securities (stoSs ^^d 
^.nas) tc investors, or by retaining profits in tl-e business in- 
steaa or paying larger dividends to^tockholders inS'^duals 

"^'fr^I^fLLn"'"' ^""^^"-^ capitfrgoods; 

5?, *^ " ' ^'^^^ ^'^"^^ sa\'ings -available to business finas 

vnicn then mvesr m these capital goods. FiHShcial^ns^ilutiSS " 
InT.tLli.^ ''t'^.-^ collecting the savings of banj i^SvIduaL 

and .tnereby nahe hugp suns of Kioney available for investoe^t bv 
mdu^tri', governiasnt, and other individuals. -n^estment by 

hir-h ^^"^"^^ J'^P^^^^ the Law of^D^ at 

£e^-?oSJi than'S^^^^'^ "^^"^ quantity of savings denSd wiUl 

savina^ - /^^^^^ ' ' ^^^y discourage people from 

JSv ^asS^n™^ for current consuirption, the need*to have 
ready cash .or eiaergencies , and uncertainties regarding the future 
hiahZrf,°"^-^^"^ ^ P^^^^ (interest) mus? be plid Ld Sf' 

'S^n Sjtto^^S'^H"^^ offered/ the more willing people ^1 to 
make a portion or their current incomes available for investing.* 

avanJS?^?'' ?''°"^5 P^^^ savihgs are made 

?hS^Sif investment m- a growing stock of capital goods. 

• merefore, an economy's grov;th dep^nd^on its supply of capital- 
goods (as well^as natural resources, Kbor, and technoloaical ' 
innovations). A healthy environment (full e^loy^nS? stimulates ' 
■S?iona?%'"''°""^'"? in new capital ^s ll^use 

2?e a?Jo SS?^- - necessary for investments - 

•., ' ' ■ ' . . 

Hote: A careful distinction should be made between saving and in- 
vesting. When a person deposits money in a savings account 
or buys a few shares of common stock-, he is saving his liquid 
capital. Only when real (tangible) items of wealth are ac- 
?n?;f^f ^ "^"^ 5°"^' "^"^ plant, or new machines) is an 

investment being made. M-ften one "invests" in the stock-market, 
one is actually saving. Vfhen a person "saves" by building a 
new nome, rather than renting an apartjnent, he is actually 



30 




of the factors of ' prca.uction; in. other- words, an tiia^ is hoino 

bl^s1fd"^^i^' C-^^^tin^ realQ^-tfr:^? 

oasis ana tnen exaronma how fast- ^hic r>^*- ^^^a^ . /-<=i^-^^a^ 

gives an idea of how ^^h^^ne'slLSS -or-lf.Ii|\r?SLJ! ^^"^"^^ 

-ianrS"^^2?f °^ econcnic growth is natiofial incxpre, a 

i-igure arrived at by totaling five incone dass^ ^icafinn^ 
pensation of enpioyees, proplietcr • s" SSxri:^!;^^^^^ of • 
persons, corporate profits, and net interest. Ateal^^^cononic 
environnent_ (xull erploynient) stimulates grc.-th b?!SnSurIgrnS 
invescnant xn ne-.' capital goods and by stimulating lefSSS^d 
cevelopr^nt dxpenditures . • l.^hen natioLi income Js MghM^vSgs - 
so necessary' tor investment - are also high. savings 

a^c«t?'^''"aS J.v'^^'' °'' "-'^^^ retard' economic 

!;f i ■ .-^^-^s/^y reauce tne income which individuals have 

iSScef--"'.'"?'''"".'''" ^° P^^^'^^- busiS^ss f?S ihich 

•dJc^JI ha^v ^^^^^-'V^ ^-^y ^^^"^^ the amounts 

. people nav« to save vnicr. r.ay bring about a reduction o^ investments 

Se;S''^?'S%e'f-%'^"'-"""''^'' ^-^"^ --tarding economic gr^^tJ^I^fSe 

prJfu; rL\rt- ri^fvt;?^'^''"^"'* "^^^^ ^^^"'^^ ^^'-^^ taJ 

-nf^^ ^ naxin9 risky ousmess ventures even more unattractive.- 
nign taxes nay reduce individual incentive to ^'ork, thuJ ^eJardina 
economic productivity, "^^r^, jluus recaramg 

The public debt (also called "national debt") refers to the 
total ar.ount borrowed and not yet repaid by the f ede^Jrgo^er^- 

a orow-^ n n." dfcl^ned as a percentage of national incoir^. And 

Inflation, an ihcrease in the general level of prices is a 

ofoutput ^%r.-:r ^^^-??^-? ^° -P-d beyond -the^JStlnrievel 

tneories of inflation are dejnand-pull 

a;c?eaJedSus?ir;r^'""f ^"'-'^ ^"'^^ cost^S inflation 

uncreased industrial costs pusn prices up). Often inflation is a 

combii^ation of the two and is called push-pull innaUon! 

The business cycle, a . fluctuation in economic activity, can 
be measured for. both intensity and duration. During a doSwarf 
S?IJr?an Sfl^""'""'? P-duction,%rofiS!'2d 

?f rIvSed Si tS^SnS^f"^ ■^"^^"^ ^" upswing, tie process 

reversed, tne many factors wnich are thought to contribute ^o 

business cycles, probably the most significant it a change if aggre- 
fluJtn^?r^'- 0^"^?=-i"^l"de mismanagement Jf the .mone^supp^y!^^ 
fluctuation ,in capital goods, expenditures and in^^entories popula- 
flTtc^T^""'' ""^"^^^^^^ innovations, and, certain ps^cSfogi^^r 



<^.m.J> t instability is caused ^y fluctuations in aggregate 

or;Sfn^tn.''^"\J^-^^ ^^^^^^ ^'^ fluctuations in the total volLe 
of spending m the economy. Monetary "policy {money supply change 
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f>' rne^President. throughout the regulation of the noney 
supply, ^y. reoeral Reserve Systec indicates its nonetar%' colicr/ - 
or promoting econonic stability- and growth. Ir d oes -this hy ser- 
ring tr.e aiscount rate, which is the rate cf interest federal 
reser/e banns charge on loans to nersber banks, by adjusting reserve 
requirenents, which refers to che percentage of dex:and deposits " 
and tir^ cepcsits chat a nenber bank nusr'keeo on hand or' on de- 
posit _in a receral reserve bank, and selling and buying securities- 
callec open-narket cperaricns. . 

Briefly observe how in practice the money suooly can be 
cnangec by tj:ie federal reser^/e systen. The higher* the interest 
rate .cisccunt rate) charged fay the Fed to rserber banks , the 
nicner tne interest rate charge that must be nade to the r^enber 
CcUTiK s cusrcners. The higher the interest rate or charge to borrow 
..cney, tne less ncney will be bcrrov,-ed. As" the 'reserve recuirenent 
IS cr-cxngec, zr.e ::oney supply will likewise chanae. Banks are ^e- 
qjirec rc^rair.rain reserves equal tc only a fraction of their dfe- 
pcsits.^ ^Reserve m e;:cess cf this^'er.cunt nay be used to increase 
—'^^':f^"^ s earnings. For exar^le , assune the reserve reauirenent 
IS 20t^cr. ceranc aepcsits. If =an individual deoosits 100 dollars 
ir. canr: A, bar.h A ray lend S80 of this deposit which it nav do, 

anctner moiviaual, the second individual now has $80 and the^ 
bariK still has the SlOO it obtained from the first depositor, so 
tne ncney supply has been expanded by $80. This process mav be - 
repeatec until there are no nore excess reserves. If the reserve 
requirenent is 20%, the full laoney expansion is $500, while if ' 
tne reserve rate is 25%, the money expansion is $490. Finally, 
tne poney supply is affected by the federal open-niarket, committee 
as It aeeides to buy or sell government securities to the public. 
For-^xan?5le,,in order for people to buy the g&vemment securities, 
tney may withdraw the money from the bank, thus, lowering the re- 
ser^/BS and the lending power of the member bank. . This, in turn, ■ 
lowers tne total money supply. The .amount of nbney in the economy 
airectly ar^ects the quantity of business transactions -possible. 

f.onet'ary policy of the Federal Reserve System along with fiscal 
policy o. tne government are the two primary tools used in the U.S. 
to bring a^cut tne econonic goals of growth and stability for the 
ccuntry<V / 



COIJCEPT Vtll 
Role of Ii^temational Trade 



International Itrade involves the exchange of products be- • 
tween the peoples -bf 'different nations. The reasons fot such 
trade are (1) different kinds .of resources afe fo'und or can b6 
produced more efficiently in different parts of- the world, and 
(2) the economic principle of ^specialization" works in the same 
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vayoetuaen countries as between individuals or between Regions in 
a single countr%'. Foreign trade is a nethcd by which the dssands 
c. people tQr nore and better goods can be satisfied at lo-.-er costs.. 

A sinall country / with few econonic resources or products, 
cannot nope tp maintain an adequate standard of living without en- " 
tll^^t internatxonal trade. A large nation, such as the URited / 
S;^L^ V-e- Scr/ier Union, which have diversified resources, is " 
• iTvl,?^^"''''" upon international trade than snail nations, but 
r?;«!:- """"^ 'r"'^'' "^^^^^^ international trade than withott it. 

^very counrri^ oepenos on international trad^ to suoply soiDe o^ its 

o?odJc>i' '''^'^ °' naterials or manu?icJured 

« 

volure, a countr%''s nost inportant foreign econ- 
o^c transactions are inascrting (the purchasing of coiniaod^t^ es 
_ rrcE rcreign countries) and exporting (the selling of cocnodities 
tc -creign ccuntries) . Inports and expoirrs involve the exchange 
^~ a^---^renz currencies and are, therefore, ncre conolex than 
crcinar:.- c-ccncrac rransacticns . 

obvious reason nations engage in foreign trade is 
^so-i-uue acvantage; chat is, nany commodities cannot be growTi 
or producec m certain regions of the world. Without foreign 
traae, Anericans for exairole would not have coffee, cocoa, tea, * 
coconuts, bananas, or any of a large nunber of coinnodities that 
tf^l'^rt^^^ procuced in the country'. Even if a nation could produce 
everything r.ore cneaply than other, nations , it would stiU oav 
tnat nation to specialize and trade if it had a corparative* advan- 
tage in producing seme connodity. To illustrate, suppose a two- ' 
cc.Tjr.odity, two-nation world existed in which Florida could produce 
Dov.n oranges ana wool do re cheaply than /iustralia. If Florida's 
production 'cost advantage were greater in oranges than in wool, 
specialization and trade v/ould profit both -nations . It would pay 
rioriaa to specialize in cJrange production, where its cost advan- 
tage was greater, and it would pay Australia to specialize in wool 
production-, wnere its cost disadvantage was less. 

An excess of exports over inipprts , as nieasured in monetary 
values, IS called a fa^^rable balance of trade . This means that 
a country rs seJTling. mpre* abroad than it is buying. The reverse - 
tnat IS, buying, more from, abroad than is sold abroad is called an 
unfavor-able balance of trade, note that thfese terras refer only 
to tne,p;urx^i4se-and sale ox goods. 

\ The "balartce of ^payirfents" refers to the flow of funds between 
nati^ns^>-;f .favo2^ie;';balance of payments exists when more funds ' 
ccine/3^do. a.Qom5tir/,froia abroad than go out; an "unfavorable" bal- 
ance of fc«yM^f.ts the opposite. 

A ceuntr^r. i^j 'i^cse restrictions on what can be imported or 
upon j:he ptlrppses for which foreign receipts m^y be used when a 
country s- available foreign exchahge is dwindling. At other times. 



a country nay establish inport -quotas" to protect the doiaestic ' 
cSe^'^fJs?" ^^""^^^^^ frca .outside coLetitioJ? SSI^d 

C6.vices are barriers to free ii^temational trade? 
.ne nost connonly used. barrier is the tariff ^a tax or "duty- 
assessed agamsc icported products) . 



Sone otner parts of the world and Especially the European 
Ccninon ilarket nave nade considerable progress toward ^-ee t-ade 
anc ocner rypes of ccoperation. Airiefican products, therefo-Jr 
ncvmg into tnese areas will face continuously keener conoetition 
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